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WTO Accession for
China & Taiwan:
Potential Trade Impacts

ntegration of China and Taiwan into the World Trade

I Organization’s (WTQ's) global trading system would expa
world trade significantly. Both China and Taiwan as well &

the U.S. would benefit, mainly because of the three countries

complementary resource endowments. The U.S., for exampl

rich in capital and arable land, while China has an abundanc;

unskilled labor.

With China and Taiwan in the WTO, world exports of all prod
ucts would expand by an estimated $78 billion annually (199
prices), and global consumption by $45 billion, according to
analysis by USDA's Economic Research Service (ERS). Glot
competition in the production of labor-intensive products wol
heighten, driving down prices. The demand for capital- and s
intensive manufactured goods would increase, benefiting ind
trialized countries such as the U.S.

China’s net agricultural imports would increase by over $8 bi
lion annually as rising incomes stimulate demand for more v:
ied and higher quality foods, as labor and other resources sh
out of farming to labor-intensive manufacturing, and as textile
production expands. Total U.S. food and agricultural exports
would increase by over $2 billion annually, with nongrain cro
(notably cotton) and processed foods gaining the most.

China was a founding member in 1948 of the WTQO’s predec

However, the country withdrew in 1950 after its communist rev-
olution established the People’s Republic. In 1986 China applied
to re-enter the GATT. Taiwan, separated from the rest of China
during the revolution, applied for admission in 1990. Taiwan’s
admission to the World Trade Organization (WTO) is very likely
to coincide with China’s.

The difficulties of bringing China’s formerly command-driven
economy into line with the market-oriented principles of the
GATT and WTO have so far stymied agreement on terms for re-
entry. The issues concerning Taiwan—which is rapidly becoming
a mature market economy—are more tractable, although a num-
ber of contentious matters remain outstanding. Nevertheless, it
remains highly unlikely that Taiwan’s admission will be put to a
vote until China’s entry problems are solved. The British Crown
Colony of Hong Kong has had a major role in world trade as a
transit port, especially for goods going to and from China. Hong
Kong reverted to Chinese control on July 1, 1997 as a special
autonomous region and will retain its separate WTO status.

Since China and Taiwan will likely be admitted to the WTO at
about the same time, the effects of enlarging the WTO are ana-
lyzed here in terms of thetombinedadmission. In addition, the
ERS study assumed that Hong Kong remains a free port and
independent tariff territory (as required by the Basic Law gov-
erning the reunification of Hong Kong with China), with tariffs
applied only when goods cross the border from Hong Kong to
the rest of China.

Resource Endowments Influence Trade Patterns

Differences in factor endowments—i.e., resources available for
use as inputs in a country’s various production processes—are
nhdmportant for understanding the direction of net trade flows.
sRemoving trade barriers allows a country to export more of
"those goods which it produces relatively efficiently, with the pro-
e .dgeds applied to import more of the goods it produces less effi-
e®éntly. This expansion of trade in both directions increases real
incomes for all trading countries.

- This study divided factors of production into four groups—

2unskilled labor, skilled labor, landandcapital. The different
countries and regions of the world were classified into three

bajroups—scarce, intermediate, and abundant.

Id

Killr China, South Asia, and Southeast Asia, capital is scarce and

U€xpensive relative to labofhe reverse is true for the countries
in the fivehigh-incomendustrial regions—the U.S., Canada, the
European Union (EU), Japan, and Australia/New Zealand. The

-newly industrialized economies of Korea, Hong Kong, and

arfaiwan fall somewhere in between—their labor costs are only a
ifthird or a fourth of those ihigh-incomecountries, but much

> higher than labor costs law-incomedeveloping regions.

PYJapan, Korea, Taiwan, and China are poorly endowed with
arable land relative to laboConditions are just the opposite in
the U.S., Canada, and Australia/New Zealand where land is

psabundant and cheap. The EU, South Asia, and Southeast Asia

sor, the General Agreement on Tariffs and Trade (GATT).

have intermediate amounts of arable land per capita.
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To calculde the effiects of China andTaiwan’s joining the
WTO, ERS used a compudie geneal equilibium (CGE)
model of world production and &tde The model diides the
world into 12 egions,and d¢asses all gods and se&ices into
14 sectos, produced |y 4 cdegories of poduction ctos—
unskilled ldor, skilled labor, land and caital.

The major dta souce for the model \as the Globalrade
Analysis Ppject (GTAP) daabase Version 3 PereleaseThe
model vas implemented using the Gealeklgebraic
Modeling System (GAMS) softare. A detailed desgption
of the stucture of the model and of the estited dhanges
induced ly WTO enlagement ae in USDA Tedhnical
Bulletin No. 1858.

Stating from the actual situgn in 1992 (the Kest year br
which a easonbly complete di& set is @ailable), global
income and txde calculdons were made under the assump
tion tha the Uugua/ Round accat had alead/ been com
pletely implementedbut without China andraiwan’s patici-
paion. A second set of calcuians was made assuming tha
the Uugugy Round accat had been fuyl implementedvith

The Model & Assumptions Behind the Results

China andraiwan as full membet The differencebetween
these tw hypothetical scenazss—Uruguay Round imple
mentdion with andwithout Chinese andaiwanese paici-
paion—yields the estintad impact of China’ andTaiwan’s
accession.

The ana}sis has some limitens. Frst, neither China nor
Taiwan hasihalized the tems of enty to theWTO. The siz
of their trade concession#e timing of the starof trade lib
eralization, and the length of the phase-in iperate all
unknawn. This anaysis guessedtdhe likely size of tade
concessionsand fnessed the issue of timing lassuming
the phase-in pexd had been completeq 1992.

Secondthere ae uncetainties dout the sie of paametes,
sud as elasticities of substitution be®n commodities or
the efective rates of boder potection,especialy for
Chinas pewasve nontaiff bariers like quotas and s&
trading Finally, the model is a higllstylized simplifcation
of the world econony tha is far from peréct. Therefore, the
results should be intereted with caution and wiesd as
rough estimges,not as pecise measements.

The level of land intensity gealy influences the déction of net
trade fows in food and gricultural products.The US., Canada,
andAustralia/Nev Zealand—the landbaindant egions—ake net
exporters of all food and gricultural product céegories. &pan,
Korea,Hong Kong andTaiwan—the land-scae egions—ae
net impoters of all sud products.The EU SouthAsia, and
Southeasfsia, with intermedide land endements,are eab net
exporters and net impaers of diferent aricultural product cae-
gories.The EU is a netxorter of whed, feed gains,and
processeddod, but a net impder of fice, nongain ciops,and
livesto&. South and Southeassia ae net &porters of fice and
nongain ciops,but net impoters of whed, other gains,meda
and daiy products,and livestod.

China is the ol exception to this pttem. A land-scace county,
it imports whed while being a netx@orter of iice, feed gains,
and nongain ciops,and it is lagely self-suficient in livestod
products. China aygregate suplus in aricultural trade is a con
sequence of itsayemments food self-suiciency policies ather
than the esult of taking best adntage of its fictor endvments.

The geneal corespondence beten caital intensities and the
direction of net tade fows for different kinds of manfactued
goods is also@paent. High-income indusal counties ae net
importers of lebor-intensve mamfactued gods (tetiles and
appael, and other light maufactued goods),and net gporters
of cepital- and skill-intensie mamufactued gods (mahinely
and equipment&and manfactued intemedides sub as éttilizer
and steel).

The tiade p#tems of ldor-abundant egions sut as China,
Southeasfisia, and SouttAsia ae miror images:they are net

exporters of labor-intensve mamfactued gods and net impor
ers of caital-intensve mamfactued gods.At an intemediae
level of caital intensity Korea,Hong Kong, andTaiwan ae net
buyers and sellex of different skill- and cpital-intensve man-
factued goods,while remaining netxgorters of lebor-intensive
marufactued gods.

Because of China’compagtive ad/antaye in labor-intensve
products,it has @ined moe than a 10-peent shag of world
expotts of leborintensive goods,even without the pwileges of
WTO membeship.After induction into thaVTO, China could
further xpand poduction of l&orintensve mamufactued pod
ucts,notaly textiles and apael. To suppy its mills, China would
have to impot more cotton and wol. The &pansion ofabor-in-
tensive manfactuing also vould causeesouces to be bidwaay
from farming. This would reduce Chin& ayricultural exports
and incease itsdod and gricultural impots. U.S. fameis—
especialy feed gain, whea, and cotton gpwers—would benet.

The South and Southedsdian egions,which compete with
China in &porting laborintensve mamfactued poducts,would
face inceased competition andwered pices Dr their industial
exports.As a esult,they would likely expeiience delines in mar
ket shae and gport reverue from lebor-intensve mamfactuing.
Both China andaiwan, with scace asble land would increase
their impots of gain over time Taiwan's fatmers would adjust
by cutting poduction of land-intense ciops like gains,while
expanding their output of highalue poducts lile meds, fruits,
and \egetables.

The US and China a& generlly not competing economicall
for intemational trade at their curent elaive stages of
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Countries with Abundant Arable Land Tend to Export Agricultural Products
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Abundant Labor Is Associated with Exports of Light Manufactured Goods
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development. Insteadheir different factor endwments mak U.S & Global GDP to Rise
their tade complementar South and Southea&sian counties
compete with edtotherand with Chinato sell ldbor-intensive | If the Uugusgy Round greement had been in fullfett in 1992

goods in industalized counties,and to #ract foreign diect (the laest year br which a easonhly complete di set is @ail-
investment fom these counes. Similaly, Japan,the EU and able) withoutthe paticipation of China andaiwan,U.S. con
the US. compete to meet demamat tednolagy- and caital- sumes would have been ble to puchase an estinted adlition-
intensve goods in China and othésian deeloping countes, al $20 billion of gods and seices (wver 0.3 pecent of 1992
and to t@ investment oppdunities thee. U.S. GDP). Full implement#on of the Uugugy Roundwith

Chinese and@aiwanese paicipation would hare raised US.
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GDP by neaty $28 billion (almost 0.5 peent of 1992 GDP).
Thus,the stug¢ sugyests thathe admission of China aff@iwan
to theWTO would increase US. real GDP ly more than $7 b
lion (slightly more than 0.1 peent)—i.e, the difference
between the'with” and“without” scenaios.

At the global leel, the estimted incease ineal consumption
from Uruguay Round implementé@n in 1992 would hare been
about $167 billion with pesentWTO membeship, plus anaddi-
tional $46 billion (or 0.2 perent of 1992 wrld GDP) with
Chinese an@aiwanese pdicipation.

By far the lagest bendfs of WTO enlagementwhen measwd
as a paion of naional incomewould accue to the n& mem
bers. The auins esult fom China andaiwan undetaking
reforms when joining thaVTO, thereby improving resouce
allocaions and inagasing economic ffiengy. Annual GDP
would rise by neaty 5 pecent (or dout $23 billion) in China
and Hong kng combinedAnnual GDP vould be moe than 2
percent (wer $4 billion) geaer in Taiwan. Real GDP in all
other egions would rise by aout 0.2 perent or lessThe admis
sion of China an@aiwan to theNVTO would slightly reduce
trade libealization gains br South and Southeakssia, as com
petition would intensify in vorld makets br labor-intensve
marufactuied ports like tectiles and apakel, shoesand tgys.

U.S. & World Ag TradeWould Expand

Admission of China andaiwan to theNTO would inciease
agricultural exports (induding piocesseddod) from almost all
regions of the werld, with the impotant exception of almost a
$3-billion reduction in Chinesexpolts. Along with an incease
of neaty $6 billion in Chinas impots, this would result in an
increase of wer $8 billion in Chinas netagricultural impotts.

China would increase its net impts of gain by neaty $600
million, andTaiwan ky almost $100 million. Canadaowld sup
ply most of the aditional whed, while the US. would fumish
most of the aditional feed gains. Reducedae eports from
China to global m#ets would be eplaced ly increased xports
from other egions, principally South and Southea&sia.
Taiwan’s netfood impots would rise by more than $0.6 billion,
as inceases ingricultural impoits would moe than dfset an
increase of wer $1 billion in gricultural exports. More than half
of Taiwan’s export expansion wuld consist of prcesseddod
following a estiuctuiing of its aricultural sector way from
production of land-intenge ciops like feed gains (dovn by 60
percent),and tavard high-value cops and picesseddod

Agricultural impotts would increase most in China afdiwan,
as desdbed dove, followed distany by Japan ($0.5 billion).
Hong Kong and Krea would see insigni€ant inceasesAgri-
cultural impotts would dedine by $0.5 billion or less in the Sout
and Southeagtsia regions,as vell as the Rest of thé/orld

region (consisting maiwyl of Latin America, Easten Euope
andAfrica). Reduced pduction of lédorintensve mamfactued
goods in theseegions,following increased Chinese competition
in world makets,would leare them with mag resouces in

n

agriculture and less needif food fodder, and fber impots.

The Steps in WTO Accession

The Umguay Round of the GenalAgreement oaiiffs
andTrade (GAT) estdlished theworld Trade
Organizaion (WTO) on &ruary 1,1995.TheWTO is the
legal and institutionaldunddion for the nultilateral trad-
ing system and pvides the érum for trade neotiations
through collectve dévate, negotiation, and adjudicaon.
The Umuguay Round also lwught ariculture into the gn
eral discipline of the GAT through substante reductions
in export subsidiesintemal suppar, and impot bariers.

A country requesting membship must submit a memo
randum to th&/TO which details its tade policies as tlye
relae toWTO laws. InteestedNTO membes form a
working paty to evaluae the policies of thepgplicant
countr. The working paty requests aditional information
on «isting policies and assesses commitmegtthe
acceding counyrto liberlize its tade positionAfter inter-
estedVTO membes ae sdisfied thd the goplicant gv-
emments trade policies comirm with the lavs of the
WTO, the accession is put to the full mengiep for
approval. As of March 27,1997,131 counties had become
WTO membes. An additional, 28 counties hae requested
pemission to join th&VTO.
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The admission of China aff@iwan to the N TO would augment
total anmial U.S. food and gricultural exports by over $2 billion
(more than 3 parent),while raising US. agricultural impotts by
only $100 million.Almost all of the net in@ase in US. exports
would g to China andaiwan,ead impoting ebout an adi-
tional $1 billion fom the US. Additional exports would go to
Japan,Korea,and Hong Kng replacing poducts thathey pre-
viously impotted from China.

The composition of ineased US. agricultural exports going to
China and tdraiwan would be quite dfierent. InTaiwan,non
grain ciops would accountdr 60 pecent of the ina@aseand
processeddod for an aditional 30 pecent.The incease in LS.
exports to China wuld consist maiyl of processeddod piod-
ucts (79 pearent). Livesto& products,nongain ciops (sub as
cotton),and gains would male up the emaining 21 peent.
These estintas,however, are sensitie to the details of ade
concessionsyhich have yet to be ngotiated

Overall, U.S. agricultural exports would see the rgaest expan
sion in the pocesseddod sectarfollowed by feed gains and
nongain ciops,and livestok productsAs a esult of the
increase in global demanekport prices (fo.h) for U.S. food
and a@ricultural products vould increase in eery sectoyraising
fam incomes.
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